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1 BEFORE THE ARIZONA CORPORATION COMMISSION
‘COMMISSIONER’S , Anzona Corporanon Commnssxon
3 e S DOCKETED
S KRISTIN K. MAYES, Chairman ,
4 - GARYPIERCE  MAR 24 2009
~PAUL NEWMAN = k . L
5 SANDRA D. KENNEDY DOCKETED BY R
' ~ BOB STUMP e 3
6 s G _ne
_ l|In the matter of iR : ) DOCKETNO. S-20652A-09-0043 -
~ COSAS MANAGEMENT GROUP LLC,) SR Tt \
-8 || an Arizona limited liability company; ). DECISION No. . 70897
-9 || GENE LAURELL LINES and SUZANNE) Sl ' -
~ || LINES, husband and wife, ) ORDER TO CEASE AND DESIST ORDER -
10 ) OF RESTITUTION, ORDERFOR =
- Respondents ) ADMINISTRATIVE PENALTIES AND
1 « ; ' g 'CONSENT TO SAME BY RESPONDENTS:
12 g 'COSAS MANAGEMENT GROUP, L. L C.
13 ) GENE LAURELL LINES and SUZANNE
) LINES
14 ) : e LS
15 | - Respondents COSAS MANAGEMENT GROUP, L‘L C.; GENE LAURELL LINES and
16 hlS spouse SUZANNE LINES elect to permancntly waive any rlght to a hearmg and appeal under
17 Artlcles 11 and 12 of the Securltles Act of Arlzona AR.S. § 44- 1801 et seq. (“Securltles Act”) :
18 || with respect to this Order To Cease And Desist, Order of Restrtutron Order for Administrative
19 Penaltres (“Order”) Respondents admlt the Jur15d1ct10n of the Arizona Corporatlon Commrssron
20 (“Commlssmn ) nelther admit nor deny the Findings of Fact and Conclusmns of Law contained in
-21 || this Order; and consent to the entry of this Order by the Commission.
22 4|11
23 |\
o4 |lm
s |\
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L
= FINDINGS OF FACT
1 Respondent COSAS MANAGEMENT GROUP L.L. C (“COSAS”) is-an Arlzona

limited liability company. At all times relevant COSAS mamtalned a pr1ncrpal place of busmess |

in Gllbert, Arizona. According to the records of the Commlssxon THE GENE & SUZANNE
LINES [revocable] TRUST” (“TRUST’) was at all times relevant the managing member of
COSAS. ' | R

2. Atall times relevant, respondent GENE LINES (“GL™) resided in Arizona, and was
a trustee of the TRUST. At all times relevant, GL conducted business through COSAS as its
owner, promoter and manager and in his capacity as a trustee of the Trust. ’

3. At all times relevant, respondent SUZANNE LINES resided in Arizona, was GL’s
spouse and a trustee of the TRUST. SUZANNE LINES is referred to hereafter as “SPOUSE.”

SPOUSE is joined in this action under AR.S. § 44-2031(C) solely for the purpose of determining the -

liability of the marital community.
4. At all times relevant, GL. was acting for his own benefit and for the benefit or in
furtherance of GL and SPOUSE’s marital community.

5. 'COSAS and GL are collectively referred to hereafter as “RESPONDENTS” as the

 context requires. At all times relevant, RESPONDENTS were not registered as securities dealers or

salesman. -

6. From February 2005 to June 2008, RESPONDENTS issued and sold unregistered
securities in the form of i mvestment contracts to 14 Arizona residents (“Investments™).

7. RESPONDENTS represented to investors that they are in the business of issuing
real estate loans. RESPONDENTS used Investment money to fund the loans.

8. The loans originated by RESPONDENTS were documented with promissory notes

and secured by deeds of trust executed in favor of COSAS.

’Decision No. ’70897




~ Docket No. $-20652A-09-0043 |

9. o Loan terms ranged from 3 10. 12 months, and charged borrowers mterest at the rate

2. 13 to 20% per year. RESPONDENTS sometlmes extended loans beyond the orrgmal due date for
3 ||anextra fee. 7 T g | | |
4 G 10 RESPONDENTS proﬁted ‘from \the ’Investments by charging' loan borroWerS' (a) a.
5 1% orlgmatlon fee for 6 month loans ora2% orlgmatlon fee for 12 month loans (b) a $50.00 fee for |
6 RESPONDENTS’ 1nspect10n of the property securmg a loan and (c) mlscellaneous fees 1nclud1ng,,
—7[[butnot umltea 10, foan extension ana fate fees: ; S | k |
8 , 11; Under the Investments RESPONDENTS pald 1nvestors the mterest rates stated on:
-9 the loan borrowers notes, most often 18% per year, and the eventual return of therr prmc1pal
10 1nvestment at the conclusmn of the underlylng loan. »
: ll | : ‘12. , . RESPONDENTS managed all aspects of the Investments and w1thout llmltatlon
" 12 . (a) conducted loan underwrrtmg and/or r1sk evaluatlon
| 13 : &)) 3 negotrated the terms and condrtrons of the Investment assocrated loans
- l4 ‘ /(c') ~’ ’obtamed borrower credlt reports and FICO scores; . ‘
15 (d) p obtained mdependent real propertv and collateral appralsals
16 . ‘(e‘) ~ obtained title insurance; e
17 (f) ‘arranged for and participated ‘in" escrow closings, including the preparation: of
18 ' esCrow mstructrons | “ S e B ‘k
: ‘149 ’(g) collected monthly payments and loan payoffs and related fees from the
- 20 e borrowers/note makers ' '
21| : : Gl) ~ disbursed monthly and Loan Investment payoffs to 1nvestors |
! f 22 ) prepared and provrdecl investors wrth coples of Loan Investment documents such
3 s deeds of trust and notes and . " ‘ |
.‘;24 G) prepared and provided inveStors :with monthly :Loan Investment "accountant‘
| 25 g _statements. - ” | S
26
: i
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RESPONDENTS maintained records,—of the Investments inc‘lyuding loan borroWer Véncvi investor

recelpts and dlsburscments

130 RESPONDENTS’ 1nvestors had no contact w1th the loan borrowers Investors ‘
‘ ‘spec1ﬁcally agreed that RESPONDENTS would communicate w1th the borrowers on their behalf

14, GL caused Investments funds to be deposited into and disbursed frorn ‘a common

bank account owned by COSAS. Such funds‘included, for instance, principal investme‘nt money,
monthly borrower payments, investor repayments and title and escrow deposits and disburseménts.
GL was the signer on the COSAS bank aooount.

15.  GL also signed documents associated with the loans on behalf of COSAS as its
managing member. ’

16. RESPONDENTS often pooled Investment monies together to fund a single loan.
For example, RESPONDENTS’ pooled 4 separate investors’ Investment money to fund a single
loan in the amount of $1,'05(),000. :

17.  During the offering period, RESPONDENTS sold Investments totaling:  (a)
$2,493,800 in 2005; (b) $6,233,885.90 in’2006; (c) $3,893,153.02 in 2007; and (d) $340,000 in
2008. | o

18."  From January’ 1, 2006 to present, ,RESPONDENTS invested approximately
$4,145,690 of their own funds in the Investments. RESPONDENTS ceased‘ selling the Loan

Investments when they discovered the existence of the Division’s investigation.

19. Presently, there are 4 outstanding Investments held by 6 investors (the “Outstanding

Investments™). RESPONDENTS invested $419,000 of their own money in the Outstanding
Investments. “
20. In Lieu of foreclosure, the loans underlying the 4 Outstanding Investments have been

indefinitely extended due to the decline of the real estate market. COSAS holds one second—position

lien, and three first-position liens as security for the loans associated with the 4 Outstanding |

Investments. '

Decision Nov.v | 70897
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I 21 k Considering repayments, the 6 'investors are currently‘ owed $1,380r,366 ‘on ‘their
2 Outstanding Investments. " i : . ‘ ¥ :
4 'CONCLUSiONS OFLAW
| 5 1. The Commlssmn has Jurlsdlctron over thrs matter pursuant to Artlcle XV of the
6 Arlzona Constitution and the Securltres Act o k
7 2. , mnSPONDENm offered or- sora securmes w1tn1n or Irom Arlzona Wlthln the
- 8 meanmg of AR.S: §§ 44- 180](15) 44- 1801(21) and 44- 1801(26) o |
9 3. RESPONDENTS Vlolated A R.S. § 44 1841 by offermg or selhng securltles that
’10’ were nelther reglstered nor exempt from regrstratlon e ’
| 11 ‘4. ’ RESPONDENTS violated A.R.S. § 44-1842 by offermg or selhng securities whlle ‘
12 nelther reglstered as dealers or salesmen nor exempt from reglstratlon o
13 5. ' RESPONDENTS’ conduct is grounds for a cease and desrst order pursuant to’
14 ARS §442032 : |
k‘15 ’ ’6. RESPONDENTS’ conduct is grounds for an order of restitution pursuant to A R. S :
16 ||§ 442032, s ey | e
| : 1‘7‘ | ,’,7. e RESPONDENTS’ conduct is grounyds for’admin’i,strative penalti’esunder‘ ARS. §
| 19 k 3. - GL acted for the benefit of GL and SPOUSE’S marltal communlty and pursuant to
“ 20 |1 A. R S. §§ 25- 214 and 25-215 thls Order of restltutlon and admlmstratlve penaltles isa debt ofthe |
' 21 commumty | . | . V | |
t 23 ’ , ‘ : | ; ORDER : o
24 THEREFORE on the basrs of the Fmdmgs of Fact Conclusmns of Law and
" 25 | RESPONDENTS’ and SPOUSE’S consent to: the entry of thlS Order attached and 1ncorporated by'
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reference, the Commission finds that the fd]loWing raliaf 1s appropriate, in the‘public intérest, and
necessary for the protectron of investors: | | S -

IT IS ORDERED pursuant to AR S §44-2032 that RESPONDENTS and any of thelr
agents, employees, successors and ass1gns permanently cease and de51st from v1olat1ng the
Securmes Act. |

IT IS FURTHER ORDERED that RESPONDENTS and SPOUSE comply W1th the
attached Consent to Entry of Order.

ITISF URTHER ORDERED, pursuant to A.R.S. § 44-2032, that RESPONDENTS and the
marital community of GL and SPOUSE shall, jointly and severally, pay restitution to the
Commission in the amount of $1,380,366. Payment shall be made to the “State of Arizona” to be
placed in an interest-bearing account controlled by the Commission. Restitution shall be due no
later than 90 days after the date of this Order. Any amount outstanding shall accrue interest at the
rate of 10% per annum beginning 90 days after the date of this Order until paid in full. During
those 90 days, the Commission, in its sole discretion, may credit the amount of restitution owed by

RESPONDENTS and the marital community of GL and SPOUSE with the value of any assets

distributed to the investors by RESPONDENTS and the marital community‘ of GL and SPOUSE.

RESPONDENTS and the marital community of GL and SPOUSE shall have the sole responsibility
to establish the value of the distributed assets to the satisfaction of the Commission.
RESPONDENTS and the marital commnnity of GL. and SPOUSE shall provide to the Commission
all information and documentation to verify that such restitution has been paid, which the
Commission in‘its sole discretion may accépt or reject. Such documentation shall include at least a

valuation of the asset prepared by an independent licensed or certified appraiser and a notarized

acceptance of such asset and valuation by the investor. The Commission shall disburse the funds

on a pro-rata basis to investors shown on the records of the Commission. Any restitutyion funds
that the Commission cannot disburse because an investor refuses to accept such payment shall be

disbursed on a pro-rata basis to the remaining investors shown on the records of the Commission.

6
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1 Any funds that the Commission determmes it is unable to or cannot feasrbly disburse shall be |
2 || transferred to the general fund of the state of Arrzona | |
- 3 ] T IS FURTHER ORDERED pursuant to A.R. S § 44-2036, that RESPONDENTS and the;
4 (|marital communlty of GL and RESPONDENT SPOUSE shall Jomtly and severally, pay an |
5 adm1n1strat1ve penalty in the amount of $50, 000 The. payment obl1gat1ons for thls admlmstratlve
6 penalty shall be subordmate to any restrtutron obl1gat1ons ordered hereln and shall become
7 uruueunawly dueand-payabte-only after restitution has-beer paid im qu or’upon mesponaems
8‘ default with respect to Respondents rest1tut10n ob11gat1ons Any amount still outstandmg as of -
9 || August 28 2010 shall thereafter accrue mterest at the rate of 10% per annum until pald in fulls |
10 Payment shall be made to the “State of Ar1zona ” If the restltutlon ordered above is pald in full by - e
,‘ 11 August 28,2010, the penalty amount shall automatlcally be reduced to $25 000 |
12 For purposes of this Order a bankruptcy ﬁlmg by RESPONDENT or SPOUSE shall be an-
13 | act of default. If RESPONDENTS or SPOUSE fa11 to comply w1th th1s Order any outstandmg 1
14 balance may be deemed in default and shall be 1mmed1ately due and payable
15 || o
16 ||/
17 | /‘/_/'
a8 o
19 ||m
20 ||/
21 i
22 1
23’ /// ,
»24 1
25\
= 2 ||m

DecrslonNo ’ 70897




Docket No. S-20652A-09-0043 -

- ITIS FURTHER ORDERED, that if RESPONDENTS or SPOUSE fail to comply with this

order, the Commission may bring further légal procéedingsv against that RESPONDENT ’o"r‘“
SPOUSE, including appliéation td the Superior Court for an yor‘dé’r’ of céntempt. | o
IT IS FURTHER ORDERED "trhat this Order shall bécrome‘,‘ effective irﬁmediaktel’y."‘f
BY ORDER OF THE ARIZONA CORPORATION COMMISSION -

CHAIRMAN

/co MISSIONER

e

COMMISSIONEPJ COMﬁ\/IISSIONER

IN WITNESS WHEREOF, I, MICHAEL P. KEARNS
Interim Executive Director of the Arizona Corporation

- Commission, have hereunto set my hand and caused the
official seal of the Commission to be affixed at the
Capitol, in the City of Phoemx this /gday of March,
2009.

/%%//?«7

MICHA¥T, P. KEARNS '
INTERIM EXECUTIVE DIRECTOR

DISSENT

DISSENT

This document is available in alternative formats by contacting Shaylin Bernal, ADA Coordmator

1| voice phone number 602-542-3931, e-mail sbernal@azce.gov.

(MD)
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- CONSENT TO ENTRY OF ORDER “ , ,

. lt " ‘, Respondents COSAS MANAGEMENT GROUP L. L C GENE LAURELL
LINES (“GL”) (collectlvely “RESPONDENTS” as the context requlres) and SUZANNE LlNES |
(“SPOUSE”) admit the Jurrsd1ct1on of the Comm1551on over the subJect matter of thrs proceedlng 1
RESPONDENTS and SPOUSE acknowledge that they have been fully advised of thelr rlght toa:

hearmg to present ev1dence and call w1tnesses and they knowmgly and voluntarrly warve any and

10.

11

12

13
14
15
16
17

1:8

19

20

1
22

23

24
25

dll ﬂglllb toa IlCdI'lIlg before ll’lC bUIIlIIllbblUl’l dl'l(l att OUTCI' I'lgl’llb otherwise avallame unaer Ar[10161 '

11 of the Securrtles Act and Title 14 of the Arlzona Admlmstratlve Code RESPONDENTS and

SPOUSE acknowledge that thls Order to Cease and Desrst Order of Rest1tutlon Order for‘
Admlnlstratlve Penalties (“Order ) constltutes a Val1d final order of the Commtssmn

2. > RESPONDENTS and SPOUSE knowmgly and voluntarlly walve any rlght under
Article 12 of the Securltres Act to Judrcral revrew by any court by way of su1t appeal or -
extraordmary rel1ef resultlng ﬁ'om the entry of this Order. ‘ 3 v

| -3 RESPONDENTS and SPOUSE acknowledge and agree that thrs Order 1is entered , !

mto freely and voluntarrly and that no promrse was made or coercion used to 1nduce such entry. -

4. RESPONDENTS and SPOUSE acknowledge that they have been represented by an
attorney in this matter, RESPONDENTS and SPOUSE have revrewed’ thrs» Order with thelr‘

,attOrney, Scott Theobald of Theobald Law, PL C., and understands all terms it contains.

RESPONDENTS and SPOUSE acknowledge that their attorney has apprrsed them of the1r rrghts
regarding any. conﬂrcts of 1nterest arlsmg from dual representatlon RESPONDENTS and :
SPOUSE acknowledge that they have each glven therr informed consent to such representatron |

5. RESPONDENTS and SPOUSE neither admit nor deny the Fmdmgs of Fact and
Conclus1ons of Law contamed in this Order. RESPONDENTS and SPOUSE agree that they shall
not contest the vahdtty of the Fmdmgs of Fact and Conclusrons of Law contamed in thls Order in

any present or future admm1strat1ve proceedmg before the Commlssmn or any other state agency 1

o DeclSion No ' 70897 s |
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concemmg the demal or issuance of any l1cense or reg1strat10n required by the' state to engage in -
the practlce of any business or professron ' : k ’

; 6. By consenting to the entry of this Order RESPONDENTS and SPOUSE agree not‘
to take any action or to make, or permrt to be made any public statement denymg, d1rectly or
indirectly, any F mdmg of Fact or Conclusron of Law in this Order or creatmg the i 1mpressmn that
this Order is without factual basis. RESPONDENTS and SPOUSE w1ll undertake steps necessary
to assure that allof their agents and employees understand and comply w1th this agreement. S

. Wh‘ile this Order settles this administrative matter between RESPONDENTS and
SPOUSE and the Commission, RESPONDENTS and SPOUSE understand that this Order does not
preclude the Commission from instituting other administrative or civil proceedings based on
violations that are not addressed by this Order. o

8 RESPONDENTS and SPOUSE understand that this Order does not preclude the
Commission from referring this matter to any governmental agency for administrative, civil, or
criminal proceedings that may be related to the matters addressed by this Order. "

9. RESPONDENTS and SPOUSE understand that this Order does not preclude any
other agency or ofﬁcer of the state of Arizona or its subdivisions from instituting administrative,
civil, or criminal proceedings that may be related to matters addressed by this Order.

10.  RESPONDENTS agree that they will not apply to the state of Arizena for
registration as a securities dealer or salesman or for licensure as an’ ’investment adviser or
investment adviser representative until such time as all restitution and penalties under this Order
are paid in full. ’ |

11.  RESPONDENTS agree that they will not exercise any control over any entity that
offers or sells securities or provides investment advisory services within or from Arizona until
such time as all restitution and penalties under this Order are paid in full.

12. © RESPONDENTS agree that they will not sell any securities within or from Arizona

without being properly registered in Arizona as a dealer or salesman, or exempt from such

10
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registration; RESPONDENTS will not sell 'any 'securities in or from Arizona yunle‘ss the securities

are reglstered in Ar1zona or exempt from reglstratron and RESPONDENTS w1ll not transact, :

‘ 'busmess in Ar1zona as an 1nvestment ‘adviser or an 1nvestment adv1ser representatlve unless

properly 11censed in Arrzona or exempt from hcensure
13. RESPONDENTS and SPOUSE agree that they will cont1nue to cooperate W1th the

Securmes D1V1sron 1nclud1ng, but not llmlted to, provrdlng complete and accurate testimony at any :

10
11
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26 |

|| hearing in this matter and cooperatmg w1th the state of Anzona in any related investigation or any _

other matters arlslng from the act1V1t1es descr1bed in this Order e ‘

14." RESPONDENTS and SPOUSE acknowledge that -any restltutlon or pena1t1es
unposed by th1s Order are the Jomt and several obhgatrons of RESPONDENTS and GL and
SPOUSE’s marital community.. g , ,

150 - RESPONDENTS and SPOUSE consent to the entry of thrs Order and agree to be
fully bound by its terms and condltlons ' :

~l6. RESPONDENTS and SPOJSE acknowledge and understand that if any '
Respondent fails to comply with the prov1srons of the order and this consent the Commlssron may
bring further legal proceedings agalnst the Respondent(s) 1nclud1ng applrcatlon to the superror
court for an order of contempt. i | |

17, RESPONDENTS and SPOUSE agree that 1f they fall to comply with the prov1s1ons,

‘of the Order and this Consent the Commission may brmg further legal proceedmgs agamst them

1nclud1ng apphcatron to the superior court for an order of contempt.

-18. RESPONDENTS and SPOUSE understand that default shall render them liable to
the Commrssron for its costs of collectlon and interest at the maximum legal rate -

~19. RESPONDENTS and SPOUSE agree ‘and understand that if they fall to make any
payment as requlred in the Order, any outstandmg balance shall be in default and shall be |

1mmed1ate1y due and payable w1thout notice or demand. RESPONDENTS and SPOUSE agree

11

" DecisionNo, 70897




10

11
12

13

14
15

16

17
18
19
20

21
22
23
24
25
26

and understand that acceptance of any partlal or late payment by the Commlssron is not a waiver

of default by Commission.

'20; GL agrees and represents that at all trmes relevant (a)yi he was a trustee of the S

TRUST; (b) he conducted busmess through COSAS as its owner, promoter and manager and in his |

capacrty as a trustee of the Trust and (c) he is authorlzed by COSAS to enter th1s Order on 1ts
behalf. ‘ S | | |
COSAS MANAGEMENT GROUP, L.L.C.

/ - .
By e o (¢ . .

[T,'l}» Gene and Su/zanne Lines Trust: Co-Trustee
~_Gene Lines] '
Its: Managing member

[The Gené—a)lnd Suzanne Lines Trust: Co-Trustee
Suzanne Lines]
Its: Managing member

STATE OF ARIZONA )
) ss
County of Maricopa )

ARCH
SUBSCRIBED AND SWORN TO BEFORE me this czndday of February 2009.

NOTAé% PUBLIC

My commission expires:

55-09

1

"
I
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| STATE OF ARIZONA ) S

f;fce /7?& BZL/

Gené/ Laurell Lmes

County of Marlcopa : , )

SUBSCRIBED AND SWORN TO BEFORE me thls é d_ day of -Febfum'y 2009.
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“NOTARY PUBLIC |

My commission expires:

13

20

5?5%0,9 ¢

STATE OF ARIZONA )
o )ss
County of Marlcopa )

SUBSCRIBED AND SWORN TO BEF ORE me thls Zhd day of F'ebftrcn'v 2009.

J/%/Mm CJZ/M/W)

- Suzanne Liﬁ%s, spouse of Gene Lines

‘ NOTARY PUBLIC

My commission expires:

5604

13

" Decision No. 70897 | :




